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REPUBLIC OF CHINA'S KEY ECONOMIC INDICATORS 


All values in US$ million 
and represent period averages 
unless otherwise indicated 


Exchange Rate: US$1=NT$38.00 1975 


INCOME , PRODUCTION, EMPLOYMENT 


% Change 
76/75 


1977 % Change 
(prelim, ) 


GNP at Current Prices 
GNP at Constant 1971 Prices 


14,650 


8,883 


Per Capita GNP, Current Prices, 912 


Plant & Equipment Investment 
Foreign Investment Approvals 
Personal Income 

Capital Output Ratio 
Indices: (Base=100) 


4437 
118 


10,302 


8.40 


Industrial Production(1971)150.4 


Mining 
Manufacturing 
Public Utilities 
Building Construction 
Agric. 
Crops 
Forest 
Livestock 
Fishery 
Avg. Labr. 
(1976) 
Avg. Indust. Wage (1976) 
Labor Force(1,000 persons) 
Avg. Unemploy. Rate (%) 


Productivity 


MONEY AND PRICES 
Money Supply 


Interest Rate, Com'l Bank 
secured 


Production(1971) 


110.2 
149.4 
151.3 
207.9 
106.3 
104.7 

74.7 
109.8 
125.0 


85.6 
85.7 


5,656 


4.9 


2,876 
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% Change 1977 %Change 
76/75 (pre. ) 


Indices: (1971=100) 
Wholesale Prices 176.00 2.8 
Urban Consumer Prices 172.90 R77 «23 245 188.34 


Balance of Trade and Payments 


Gold & Foreign Exchange Res. 1,830 2,890 58.0 4452 
External Public Debt 

(incl. undisbursed) 2,995 3,766 2543 a 373 16.1 
Annual Debt Service (%) 6.9 6 6.0# -- 
Balance of Payments (Basic**) 105 1,133 19.8 
Balance of Trade -643 850 -~ 
Exports, FOB 5 309 9,361 14.6 

U.S. Share 1,823 3,636 19.6 
Imports, CIF 5,952 8,511 12.0 

U.S. Share 1,964 9.2 


Main Imports from U.S. (1977: commodity, quantity in 1,000 MT, and 
value): Machinery Equipment, various 371; Electrical Equipment % 


Apparatus, various, 240; Soybeans; 663, 204; Chemical Elements, 
Compounds, Materials & Products, various, 151; Cotton, 97, 146; 
Maize, 1,131; 135; Transportation Equipment, various ,1le; 
Watch & Clock, various, 69; Wheat, pOte 
Main Exports to U.S. (1977: commodity, quantity in 1,000 pcs, and 
value): Textiles, various, 893 Plastic Articles, various, 385; 


Machinery, various, 291; Plywood & Furniture, various 272; Radio 
Senet cet iasoed player, 7813 175; B/W TV, 2,8143;159; Dairy Products, 
various, 109; Color TV, 369,62. 

Note: * Actual figure for first three quarters. 


*#*# Basic balance is defined as current account plus net 
flow of long term capital. 





SUMMARY 


The economy of the Republic of China grew by 8.1 per- 
cent inrealterms in 1977. Real growth in 1978 should 
reach the 8.8 percent target set by the ROC government. 
Total merchandise trade will probably exceed US$20.8 bil- 
lion, led by the electronics, machinery and metal products, 
wood products, and plastics industries. Prospects for sales 
of American goods to Taiwan are excellent, aided by the rise 
in value of the Japanese Yen, and by the ROC government's 
"Buy More in America" policy. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The economy of the Republic of China did well in 1977. 
The rates of real growth (8.1%), industrial growth (11.7%), 
inflation (about 5%) and unemployment (under 4%) compared 
very favorably with most countries in the world. Govern- 
ment planners estimate that 1978 will also be a good year, 
with an 8.8% rise in real growth, and a 12.5% increase in 
industrial production. The rate of inflation for 1978 is 
estimated at 5%, with under 4% unemployment. The real 
growth target, though modest in comparison with Taiwan's 
achievements in the mid-sixties and early seventies, is 
realistic for an economy whose industrial structure is in 
a period of transition. Nevertheless, the Embassy is 
of the opinion that the government's targets may well be 
too low. Growth in other leading industries, particularly 
electronics, should more than offset an anticipated sluggish 
performance by the textile industry and boost industrial 
production and GNP above the targeted increases to perhaps 
15 percent and 10 percent, respectively. Rising import 
prices, higher domestic wages, and possible increases in 
public utility and transportation rates, combined with a con- 
tinuing trade surplus and inflow of long-term capital, will 
probably result in a rate of inflation of around 7 percent. 
Unemployment will not be a major problem in the ROC, but 
the Embassy estimates that the rate will be around 4 percent. 


Foreign trade will continue to be the driving force 
behind the economy of Taiwan. The impact of trade restric-— 
tions, competition from more developed countries as Taiwan 
moves into more sophisticated product lines, and the long 
gestation period of the capital-intensive, high technology 
industries being promoted by the government all suggest that 
the average real growth rate over the next few years is not 
likely to reach the 10.4 percent yearly average attained 
in the decade ending in 1973, just prior to the 1974-1975 
recession years. 





INDUSTRIAL AND AGRICULTURAL PRODUCTION 


The goals of the ROC government in the industrial 
sector are to establish more capital-intensive ,high 
technology enterprises, and to increase local production 
of intermediate products previously imported. In 1977, 
heavy industry grew by 15% compared with 5% growth for 
light industry. Completion of the China Petroleum 
Company's third naphtha cracking facility in February, 
1978 helps ensure self-sufficiency in the supply of 
petrochemical feedstocks. The Industrial Technical 
Research Institute, in cooperation with a United States 
company, has begun to produce integrated circuits in 
a plant in Hsin Chu. The first phase of the China 
Steel Company's integrated steel mill was completed in 
Dec., 1977. All three of these projects willstimulate 
the development of downstream industries and raise the 
level of technology in the ROC, as well as reduce 
dependence on imports. 


The textile industry, the ROC's leading industry, 
is beset by many problems, and the value of its output 
is not expected toincrease significantly in 1978. 
Overcapacity, rising wages, weak international demand, 
quotas in leading export markets, stiff competition 
from other countries, and the small scale of plants 
and equipment make it likely that the textile industry's 
proportion of total industrial production will continue 
to decline in 1978, although textiles will continue to 
be the main industry. In 1977, textile production was 
valued at US$3.7 billion, 20% of total industrial production, 
and 13% more than 1976 output. The government has 
established tax and other incentives to encourage mergers 
of small textile companies, and has instituted a plan to 
loan money to the cotton weaving industry in return for 
the destruction of outdated spindles. In addition, the 
Taiwan Textile Federation has announced that a design 
center, staffed by three foreign textile designers, will 
be set up in March, 1978. Because the basic structural 
problems of the industry will take years to resolve, these 
measures will probably not have significant effects on out- 
put in 1978. 


The outlook for electronics, the second leading 
industry, is much better. Production of color television 
sets should increase, as United States'!restrictions on 
imports of color TVs from Japan give added stimulus to 
expansion plans dready set in motion by foreign-invested 
firms in Taiwan. Local firms also plan to increase their 
exports of color televisions. 
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Production of other electronic products, such as black 
and white TVs, radios, recorders, digital watches, and 
calculators should also increase substantially in 1978. 
The outlook for the machinery, plastics, wood products, 
glassware, and cement industries is also good. The 
construction industry, bolstered by government investment 
in housing, will probably exceed the government's 

target of 10.6% growth in 1978. 


Agricultural production should increase at a rela- 
low rate in 1978; the government's goal is a 
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US$834 billion in 
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goods declined 
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Kaohsiung and K p such hinade is salt See By to recur, 
and the on-going co! ruction of new port facilities at 
Taichung and Suao wot help Taiwan mitigate damages, if 
lightning should strike twice. Exports of most of the 
ROC's leading industri should show healthy increases 

in 1978, despite res tions in foreign markets. 


Textiles, still the leading export eee T » could 
show some growth in 1978. Preliminary figures for exports 
in January and February are encouraging. The nat effect 
of United States and EEC restrictions on ROC exports is 
difficult to foresee, since the restrictions do not 
affect price or quality. Nevertheless, because of trade 
restrictions and other problems facing the textile 
industry (described above), growth in Taiwan's exports 
in 1978 will depend primarily on the performance of four 
other industries: electronics, machinery and metal 
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products, wood products and plastics. In each of these 
industries, export prospects are favorable, and performances 
in the first two months of 1978 have been substantially 
better than in January and February, 1977. The increase 

in the value of the Japanese yen, relative to the US 

dollar, will make Taiwan's exports more competitive both 

in Japan and in Japanese-dominated export markets in 
Southeast Asia, the United States and elsewhere, since 

the new Taiwan dollar is pegged to the US dollar. 


Oil was the leading import to the ROC in 1977, 
totalling US$1.2 billion dollars, and will in all 
likelihood occupy first place again in 1978, whether 
or not OPEC prices are raised, due to the increasing 
development of Taiwan's power and petrochemical ine 
dustries. Imports of capital goods should exceed last 
year's level, as several major domestic companies plan 
to expand their production facilities. 


The increased value of the Japanese yen will make 
US products more attractive to buyers in Taiwan, in 
comparison with Japanese products. In addition, the 
ROC government has instituted a "Buy More in America" 
policy (described below) to help redress the United 
States trade deficit with Taiwan. But geographic 
proximity, production and marketing skills, and ROC 
buying habits ensure that Japan will remain Taiwan's 
leading supplier of goods in 1978. In 1977, Japan's 
exports to the ROC totalled US$2.643 billion, 31.1% 
of all ROC imports, while US exports amounted to 
US$1.964 billion, 23.1% of all ROC imports. The US 
was by far the leading purchaser of Taiwan's exports, 
absorbing 38.8% of all exports in 1977, compared with 
only 12.0% for Japan. 


As Taiwan's exports meet with both increasing 
competition and increasing restrictions, local entre- 
preneurs will need to improve their marketing skills. 

At present, many foreign buyers come to Taiwan to 

review designs and buy productse In addition, foreign 
firms handle the overseas marketing for many products 
made locally by foreign-invested firms, or by domestic 
firms with technical cooperation agreements with foreign 
companies. In the future, more local businessmen will 
need to make their own overseas marketing arrangements, 
in order to detect and exploit new markets, and to 
compete more effectively in present markets. Taiwan*s 
economic planners are aware of this need, and the 
government has recently enacted laws designed to encourage 
the development of large trading firms, with paid-in 





capital of US$5 million or more. 


Other measures which may increase exports in 1978 
include the establishment of an Export-Import Bank 
(scheduled to open July 1, 1978), a quality-control 
program, applicable to leading export products, and 
trade promotion exhibitions scheduled for many 
countries. In addition, a Development Bank, also 
scheduled to open on July 1, will provide funds to 
capital-intensive high-technology industries, and 
could help expand capital goods “imports in 19768. 
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In 1977, the rate of expansion of private domestic 
investment was only 13.6%, considerably below govern- 
ment expectations. This year, with problems of large 
inventories and idle productive facilities less acute 





in some industries, the rate of private investment 
should increase. Nevertheless, small and medium-sized 
enterprises will continue to find it difficult to borrow 
funds for investment. Foreign banks tend to lend only 
to foreign-invested firms, state enterprises, and the 
largest private domestic corporations. Local banks have 
rigid credit standards for loans, frequently requiring 
both real collateral and personal guarantees. Their 
preoccupation with collateral is understandable, since 
financial records of many companies are unreliable. But 
more effective means of channeling funds to small and 
medium-sized private investors are needed. 


Government investment will continue to play an 

important role in the economy of Taiwan. Now that 
spending for the ten major infrastructure and 

production projects has been substantially completed, 
the government has announced twelve new projects, with 
capital requirements totalling US$5.5 billion, to be 
completed over the next few years. These projects, many 
of which are further developments of the ten major 
projects, are as follows: (1) completion of the round- 
the-island railroad network (estimated capital require- 
ment: US$78.9 million), (2) construction of three new 
east-west highways (US$152.6 million), (3) extension of 
the north-south freeway from Kaohsiung to Pingtung 
(US$78.9 million), (4) second=-phase construction of the 
China Steel Corporation's mill (US$1.3 billion), 
(5) construction of the second and third nuclear plants 
(US$2.9 billion), (6) second and third phase construc- 
tion of Taichung Harbor (US$163.7 million), (7) develop- 
ment of new cities and construction of 25,000 housing 
units annually (US$334.2 million), (8) improving farm 
irrigation and drainage systems (US$50 million) 
(9) repair and construction of breakwaters (US$42.1 mil- 
lion), (10) widening of the Pingtung-Oluanpi highway 
(US$65.8 million), (11) establishment of a fund to 
expedite farm mechanization (US$210.5 million), and 
(12) building a cultural center in each county 
(US$39.5 million). 


ROC overseas investment, totalling 44.7 million 
as of the end of 1977, is expected to increase, as the 
government plans to liberalize regulations governing 
investment abroad by local businessmen. Major areas for 
investment will be the U.S., the Middle Eas¢€ and SE Asia. 





Monetary and Credit Developments: 


During a visit to Taiwan in September, 1977, 
John Moore, Chairman of the United States Export- 
Import Bank, stated that the Bank looks forward to 
continued participation in the Republic of China's 
economic development through Eximbank's loan and 
guarantee programs. Eximbank loans and guarantees 
in Taiwan totalled US$1.6 billion as of Dec.31, 1977. 
The number of United States banks with branches in 
Taipei increased by one to thirteen in 1977. United 
States banks, both on and off-shore, continue to 
loan money to enterprises in Taiwan. Total claims 
held by private US banks on ROC borrowers were US$2.3 
billion in June of 1977. 


The government has announcedthat it expects to 
borrow US$1.5 billion from abroad over the next few 
years for 12 major projects (listed above). Because 
of Taiwan's mounting foreign currency reserves (likely 
to top US$5 billion in 1978), projected trade sur- 
pluses, and high rate of domestic savings (over 25%) 
some observers question the need for extensive 
foreign borrowings. Taiwan's debt-service ratio (about 
6.0) is relatively low, however, and its international credit 
rating is excellent. Foreign loans foster close relations 
between the ROC and its creditor countries and institu- 
tions. At the ROC's current stage of economic develop- 
ment, however, access to foreign markets and foreign 
technology is considerably more important to continued 
growth than is the international capital market. 


Taiwan's money supply increased at an annual rate 
of around 30% for each of the last four months of 1977. 
Monetary authorities have taken small steps to reduce the 
growth rate, including the suspension of foreign 
currency loans convertible into local currency for working 
capital purposes. Further measures restricting foreign 
loans are not likely in 1978 unless the money supply 
continues to expand at rates of 30% or over for several 
months, and is accompanied by price increases well in 
excess of 5% (on an annual basis). The maintenance of 
price stability will continue to be an important ROC 
economic policy. 


The government has maintained a fixed currency 
exchange rate at NT38=US$1 since early 1973. The 
rise in value of the Japanese Yen, while favorable to 


the increase of ROC exports to Japan and elsewhere, is 
a subject of concern to the GROC, which holds most 





11 


of its foreign currency reserves(now US$4.1 billion) 
in US dollars, and purchases much industrial equipment 
from Japan. An upward revaluation of the New Taiwan 
dollar cannot be ruled out, if the US dollar were to 
decline substantially vis-a-vis the Yen during 1978. 


Economic Planning in the Republic of China 


The government planning agency, the Economic 
Planning Council, became the Council for Economic 
Planning and Development in December, 1977. The 
Council's responsibilities have been extended to 
include sector planning, and reviewing compliance 
with economic plans. Its members now include the 
Ministers of Finance, Economic Affairs, and Communications, 
and the Governor of the Central Bank. The purposes 
of the reorganization of the planning council were 
(1) to dve its recommendations more authority and 
(2) to increase the scope of its responsibilities. 
Nevertheless, planning in the Republic of China remains 
largely indicative. The government, through direct 
spending or through state-run enterprises can act to 
improve the structure and infrastructure of the economy, 
and to plug up shortfalls in investment. But the major 
determinants of the growth of the economy--foreign 
markets, foreign investors, and private businessmen 
in Taiwan--remain largely outside the control of 
government planners. Exports last year accounted for 
about 50% of the GNP. Foreign investment approvals in 
Taiwan now total US$1.7 billion. Privately-owned 
enterprises in the Republic of China accounted for 78% 
of industrial output in 1977. The primary function of 
economic planning in Taiwan will continue to be the 
maintenance of a proper environment for private trade, 
investment, and production. 


Implications for US Trade 


The US share of the import market was 23 percent 
in 1976 and 1977. A large increase in US imports is 
expected in 1978. A good reason for this optimistic 
outlook is the government's intention to reduce its 
large trade surplus with the United States as well as 
its trade deficit with Japan by switching imports from 
Japan to the United States. An unofficial estimate 
is for an increase of as much as $500 million in imports 
from the United States during 1978, which would represent 
a 25 percent rate of growth in the sale of American 
goods in Taiwan, and compares favorably with the 10 





percent growth rate achieved in 1977. 


For American agriculture Taiwan is an important 
customer with current annual purchases of some $600 
million of agricultural commodities. Taiwan is, 
in fact, the fifth largest foreign market for our 
agricultural goods. 


Buy More in America Program 


On November 5, 1977 the government announced that it 
had decided to embark on a Buy MOre in America (BMA) 
Program to bring about a massive increase in imports 
from the United States to narrow the ever widening 
a trade deficit with Taiwan. When the final trade 
esults were in, it turned out that the already large 
ade deficit of $1.2 billion in 1976 had climbed to 
billion in 1977. The principal initial measures 
the BMA program were large scale purchases of 
icultural products,and lifting the ban on the 
oortation of pa ssenger cars to bring in 4,000 US 
Also, a government procurement mission to 
he US was organized by the Board of Foreign Trade 
and left on January 10, 1978, for a month-long tour 
of nume states during which $268 million of 
were made. A more lasting and favorable 
f the BMA program for American exporting 
that government agencies and the state-owned 
ses have been directed to step up their 
s from the United States. This is now being 
done some instances by tying foreign procurement 
to US origin goods. In the case of open tenders, the 
rules have been modified to permit the award of a 
tender to the bidder with the lowest FOB price to 
— for the high freight costs from the US bidder 
aiwan which would be reflected in the CIF price 
ione Additionally, government procurement 
ene must make provision for American 
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Council - the ea promotion arm of the 
s embarked on a program of organizing and 
g purchasing missions to the United States, 
which are to be recruited from private 
The first such mission, the 
Mission, left for the United 
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The government also tentatively plans to 
dispatch buying missions to the United States 
in May and September. Mission members presumably 
could be from government agencies and large state- 
owned enterprises. 


Best Sales Prospects 


Medical Equipment - US sources are increasingly 
being specified for medical equipment for hospitals 
and medical institutions supported by the Chinese 
government. The US Trade Center Medical Equipment 
Show late in 1977 revealed a large market for 
American medical equipment. Recent trade inquiries 
have been for X-ray equipment and all types of 
endoscopes. 


Electronic Banking Equipment and Software - 
Plans are well advanced for the purchase of electronic 


banking and computer related equipment from the United 
States for the whole network of domestic banks, most 
of which are government owned. A. Trade Mission to 
Taiwan is being considered for May .and Taiwan banks 
plan to send purchasing groups to fhe United States in 
Junee 


Other Good Sales Prospects - Metalworking and 
machine tools, electronic industry production and 


testing equipment, computers and computer peripherals, 
food packaging equipment, process control instrumen- 
tation, advanced and automated textile machinery and 
equipment, telecommunications equipment, hotel and 
restaurant equipment, automotive servicing equipment, 
and laboratory and scientific instruments. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce Washington, D.C 20230 




















